This paper provides empirical evidence on the impact the EU Single Market Program has exerted on market power and total factor productivity in a large sample of Italian firms. By splitting the full sample on the basis of the ex-ante likelihood of being affected by the removal of non-tariff barriers within EU boundaries, we are able to control for other economic shocks, provided they affect all firms randomly. Both market power and total factor productivity are estimated by applying several extensions of the methodology developed by Hall. Main findings can be summarized as follows. Firstly, for the sample of "most sensitive" firms market power decreases by 50% in the SMP implementation period compared to previous years, whereas no clear pattern emerges for the other sub-samples of firms. Secondly, only for the sub-sample of "most sensitive" firms a positive transitory shock to productivity growth rates is observed immediately after the announcement of the reform project. Overall, these results are consistent with the long standing view that economic integration reduces firms' market power and increases productivity via the removal of non-tariff barriers.
Introduction
In 1985 the Commission of the European Union (EU) published the White Paper on
Completing the Internal Market which set up a program and a time table with the ambitious objective of unifying European markets. In short, it proposed that Member States abolish by the end of 1992 all remaining non-tariff barriers to the free circulation of goods, services, persons and capital. As explicitly mentioned in the ex-ante evaluation of the benefits of the socalled Single Market Program (SMP), popularly known as the Cecchini Report (1988) , the release of these constraints was expected to trigger a supply shock to the EU as a whole.
Productivity gains and increased competition were perceived to be the driving forces, whose beneficial effects should have rippled out into the economy as a whole by sustaining inflationfree growth and creating opportunities for new jobs.
In spite of the fact that many positive effects of the SMP were supposed to result from lower costs passed on to consumers in the form of lower prices, the available empirical evidence on the impact of European integration on firms' productivity and market power is scant 1 . The purpose of this paper is to start filling this gap by providing fresh econometric evidence on both issues. Joint estimates of productivity growth rates and mark-ups are provided by applying different extensions of the methodology pioneered by Hall (1986, More generally, this paper contributes to the growing empirical literature assessing the impact of policy measures aimed at reducing barriers to trade or foreign direct investment on competition and/or efficiency 2 . Compared to most previous literature, however, where examined reforms usually imply a rather narrow and clear-cut shift in the policy regime in one particular country 3 , the SMP can be considered as a far more ambitious program consisting in a complex rolling sequence of incremental measures, which occurred simultaneously in several countries throughout the "core" implementation period 1988-93 and even afterwards. The price one has to pay for dealing with such a comprehensive program is that observed patterns cannot be directly related to specific measures, since information are not publicly available on the time each of the about 300 hundred measures became effective and on industries it affected.
The remaining of this paper is organised as follows. Section 2 briefly summarises the theoretical rationales underpinning the empirical exercise presented in this paper. Also, it provides some background information on the degree of implementation of the legislative measures introduced by the EU Commission in the 1988-93 period as a consequence of the White Paper. Section 3 presents the empirical model and discusses how the impact of the SMP on productivity and market power can be tested in the context of the framework developed by Hall. Section 4 introduces the panel of firms used in the econometric section and comments upon the relevant descriptive statistics. Section 5 is the core of the paper, where the results of econometric estimates are presented and discussed. Section 6 concludes.
Finally, a data appendix provides more detailed information on the structure and the characteristics of the data set.
2 Recent examples include Tybout et al. (1991) on the effect of trade reforms on scale and technical efficiency in Chile, Levinsohn (1993) on the impact of trade liberalisation on competition in Turkey, Harrison (1994) on the impact of trade reforms in Cote d'Ivoire on productivity and market power and MacDonald (1994) on the role played by import shocks on labour productivity growth in the US. For a critical review of the literature see Tybout (1992) .
3 Needless to say, even in the case of relatively simple reforms, economic agents may not adjust immediately to a new policy regime. This may not occur, for instance, because of the existence of adjustment costs or imperfect information problems.
The EU Single Market Program

Theoretical Rationales
For the purpose of this paper, the direct effect of the abolition of non-tariff barriers within EU boundaries can be usefully seen both as an enlargement of the relevant market for firms operating in previously protected industries and as an increase in the number of competing firms. According to common wisdom, market integration should have triggered a supply-shock to these industries and possibly to the European Union as a whole. As a consequence, productivity was expected to raise and costs, prices and mark-ups were expected to fall (Cecchini, 1988) 4 .
Leaving aside the obvious direct cost savings reason, several other explanations grounded on more or less convincing economic principles have been put forward in recent years to justify these expectations. For expositional brevity, we classify them in two broad categories, the first focusing on the role played by changes in volume and location of production, the second more directly relating the Single Market Program to possible shifts in the competitive regime in previously protected industries.
Firstly, especially in industries where increasing returns to scale prevail, market integration reduces the number of firms in equilibrium, each surviving firm producing a higher level of output along a downward sloping marginal cost curve. In a world where firms are asymmetric, less efficient firms will leave the industry. It follows that industry-level productivity is expected to increase due both to exit of less efficient firms and to higher productivity of incumbents 5 . This effect is reinforced if there are significant differences in factor endowments among EU Member States. In fact, this is the case where the existence of asymmetries seems more plausible since firms in each country have the incentive to enter (exit) industries where a comparative advantage (disadvantage) exists. 4 These are only some of the commonly mentioned positive micro-effects of EU integration. Others include an increase of product variety in differentiated industries and speedier innovation. 5 There is now a growing body of empirical papers which look at relative importance of the two effects on productivity growth. See for instance Griliches and Regev (1995) .
Secondly, market integration is expected to induce a reduction in firms' market power.
This may simply occur because the number of competing firms has increased 6 . In addition to this, integration may also toughen the stance of price competition, for instance because integration introduces heterogeneity in business culture and the more competitive naturally dominates or because a long story of domestic inter-firm relations is disrupted or, more simply, because of greater geographical distance among competing firms (Lyons and Matraves, 1996) .
Competitive pressure is also generally thought to have a positive impact on productivity in at least three different ways. Firstly, since more competition is associated with a reduction in equilibrium prices, market integration exerts a further negative effect on the number of firms in equilibrium. As already explained, this is expected to raise industry productivity levels due both to the exit of less efficient firms and to higher productivity of surviving firms. Secondly, as long as competition stimulates speedier process innovation, it shifts upward the production function. Finally, if we allow firms to operate inside the efficient production frontier, competition might affect the incentives for firms to improve their efficiency by reducing the misuse of technical and human resources and managerial slack. Even if this explanation is not particularly appealing on theoretical ground, casual observations of the behaviour of monopolistic firms following the introduction of some form of competition seems to suggest that this effect is likely to be important, at least in some industries 7 .
Implementation Policies
The purpose of this section is to provide a brief description of the degree of implementation of the core legislative measures underlying the notion of unified European markets, coupled with more qualitative evidence gathered from official EU sources on the perceived effective completion of EU economic integration.
6 Most oligopoly models predict a negative relation between the number of firms in the market and the degree of market power each firm enjoys. Economy, 1996) .
Finally, preferences for national products, lack of information, language barriers and, more generally, long standing habits and traditions may still act as a deterrent to the free circulation of goods, services or factors of production. Needless to say these cultural or psychological factors cannot be removed through a stronger enforcement of SMP legislation.
Summarising, whereas the speed of adoption of SMP measures at the national level seems satisfactory there is qualitative evidence casting some doubts on the effectiveness of the program. However, what is still missing is a quantitative assessment on whether these inadequacies have prevented the SMP from keeping, at least partly, its initial promises of higher productivity and lower market power. This is the task we address in the remaining of this paper.
Methodology
Empirical Model
Consider the following production function:
where Q it , K it , L it , M it are production, capital, labour and materials for firm i at time t, Θ it is a productivity factor which is allowed to be different across firms and over time, and F is homogeneous of degree Γ in all input factors. Letting q it , k it , l it , m it and θ it be the logarithms of Q it , K it , L it , M it and Θ it , we can write the logarithmic differentiation of the production function:
where
denote respectively the elasticity of output to labour, capital and materials. By initially assuming perfect competition in both product and factor markets and constant returns to scale, the elasticities can be replaced with factor shares as follows:
Solow (1957) solved (1) for the rate of technical change, ∆θ it . Hall's insight in Solow's approach is to relax the assumptions of perfect competition in the product market and of constant returns to scale. As a result, equation (1) becomes:
where, q it , l it and m it are the logarithms of gross output, labour and materials divided by the net capital stock, s it M and s it L are the share of materials and labour in total revenue, µ it is price over marginal cost and γ it is the local scale elasticity measure minus 1.
Since µ it and γ it are unobservable it is necessary to model Θ it , in order to recover estimates of the two parameters from (3), Let us assume that Θ it can be conveniently represented as:
where a i is a firm-specific time-invariant component (possibly correlated with the other right hand-side variables) measuring among others the level in managerial efficiency, a t represents productivity shocks common to all firms in a given year and v it is a random component with mean 0 10 . After differencing (4) and replacing it in (3), our basic empirical specification is obtained:
Under the maintained hypothesis of smooth substitution between capital and the other factors of production, (5) is still a valid representation of (1) if capital is the only quasi-fixed factor (Hulten, 1986) 11 . This can easily be understood since computing capital share as in (2) amounts to imputing the true marginal cost of capital, that is its shadow price. Things become more complicated if we allow labour to be a quasi-fixed factor as well. If this is the case, equation (5) has to be rewritten as:
and z it L and p it L are the shadow price of labor and the competitive market wage respectively. As pointed out in Sembenelli (1996) 
L can then be interpreted as a measure of the degree of utilization of labor, being equal to 1 with full economic utilization 10 Note that transitory productivity shocks, vit affect the level of inputs as long as they become part of firm's information set before the input levels are chosen. This in turn determines a correlation between the error term and changes in inputs. For this reason we will make use of instrumental variable techniques in the econometric section. For more detailed information on the choice of instruments see section 5.
11 As a consequence the standard practice of correcting capital by a measure of capacity utilization can be reconciled with standard neoclassical production functions only under very restrictive assumptions. See section 5.
(i.e. marginal revenue product equals market wage), smaller than 1 in the case of underutilization and greater than 1 in the case of over-utilization of labor 12 .
Testable Propositions
As already mentioned in the introduction, the purpose of this paper is to test for two specific propositions:
i) the SMP has a direct and negative effect on firms' market power;
ii) the SMP has a direct and positive effect on firms' productivity.
Most empirical work trying to assess the impact of policy reforms on productivity or market power has been conducted by comparing the pre-with the post-reform performances of the economic variables of interest. In this spirit testing for i) and ii) would amount to the testing of the following two inequalities, possibly for a selected sample of firms likely to be affected by the policy measure under study 13 :
µ PRE and µ POST can be estimated by imposing the appropriate restrictions on the variability of the coefficient µ it over time and across firms in equations (5) or (6). For this purpose, in the empirical section we make use of two dummy variables: PRE and POST, which are respectively equal to 1 in the pre-and in the post-reform years and zero otherwise. On the contrary, Θ POST and Θ PRE are neither observable nor can be estimated since only changes in productivity levels, ∆a t can be recovered from equations (5) or (6). If the policy reform under study is expected to generate a permanent shock to the level of productivity, what should then be observed is a transitory shock to ∆a t , the exact timing depending on both the year the policy has come effectively into force and firms' speed of adjustment to the new regime.
A major drawback of the overall approach described so far is that significant changes in market power or in productivity growth rates may depend on other macro-or micro-economic conditions which have nothing to do with policy reforms and are difficult to control for 14 . To perform more appropriate tests it is then necessary to make the assumption, possibly grounded on good a-priori information, that the policy measure under study has an asymmetric impact on firms or industries and that this difference in the degree of sensitivity can be adequately captured by some appropriate industry or firm level observable variables.
Supposing, for instance, that by using a dichotomous variable firms can be ranked in two groups: high sensitive (HS) and low sensitive (LS) firms. Accordingly, estimates of equations (5) or (6) can be obtained separately for each sub-sample of firms and the following more satisfactory test can then be performed :
In words, what is required in (8) is that the difference in market power between the pre-reform years is greater for HS firms compared to LS ones. If this is the case, this better performance can be reasonably attributed to the specific program, under the condition that our dichotomous variable does not capture significant differences across firms in the impact of other macro or micro economic variables 15 . As it is described in details in next section this approach is made possible in the case of the SMP by the availability of detailed industry level information on the ex-ante likelihood of being affected by the removal of non-tariff barriers within EU boundaries.
Data and Descriptive Statistics
The data set used in the econometric analysis is based on an unbalanced panel constructed by CERIS-CNR by merging balance sheet data collected by Mediobanca, a large investment bank, with industry level data provided by ISTAT, the Italian Central Statistical
Office. 16 For our empirical analysis we have extracted observations relative to privatelyowned manufacturing firms with no less than seven consecutive observations over the 1977-1993 period, thus obtaining a sample of 7,581 firm-year observations relative to 745 companies.
Estimates have been conducted over the 1982-1993 period in order to have two comparable sub-samples, related respectively to the pre-Single Market Program period (1982) (1983) (1984) (1985) (1986) (1987) and to its implementation period (1988) (1989) (1990) (1991) (1992) (1993) . Moreover, since we use Instrumental
Variable estimation techniques, this choice improves the efficiency of our estimates. This holds especially for estimates conducted over the pre-single market program sample since at the first year of estimation we have four cross sections still available for taking lagged variables as instruments, while one cross section is lost in constructing first differences.
17
As discussed in the previous section, in order to analyse the effects of the SMP on firms' productivity and market power, we need to identify those groups of firms which are more likely to be affected by the program. For this purpose we have followed the criteria suggested by the European Commission in the preparatory work on the ex-ante analysis of the SMP effects. 18 In that study industries most directly affected by the program were identified by experts using as main criteria the level of non-tariff barriers, complemented by other indicators including the price dispersal for identical products between Member States, the level of intra-EU trade and the potential for economies of scale. Forty out of 120 NACE 3- 16 More detailed information on the data base can be found in the enclosed appendix and in Margon et al. (1995) .
17 Moreover, our choice of the estimation period is supported by the fact that in 1982 a fixed plants revaluation law has been introduced in Italy for fiscal reasons. Given the lack of detailed firm level information on revaluation procedures, this makes it difficult to apply the perpetual inventory technique over the data available prior to 1982.
digit manufacturing industries were selected. These "sensitive" industries were further classified in two sub-groups depending on whether the impact of the abolition of non-tariff barriers was expected to be "high" (14 industries) or "moderate" (26 industries) 19 . In the first sub-group two types of industries were included: those in which the main purchaser is the public sector and those where different national standards hamper intra-EU trade considerably. The second sub-group covers a variety of manufacturing industries where principal obstacles are administrative and technical controls or differences in standard, which however are not perceived to have a major negative impact on intra-EU trade.
Applying these definitions to our sample, we have identified 184 "highly sensitive" firms, 199 "moderately sensitive" firms and 362 "non sensitive" firms. In the Data Appendix In Table 1 we provide some descriptive statistics on the variables used in the econometric estimates over the two sub-periods (pre-SMP sample and SMP sample) and for the three samples of firms ("Highly sensitive", "Moderately sensitive", "Non sensitive").
Variables ∆q, ∆m, ∆l and ∆k are expressed as logarithmic differences, where q is firms' output deflated using the three-digit production price index, m represents materials, computed as the deflated difference between sales and value added, l is the number of employees and k is the net capital stock, computed following the standard perpetual inventory technique. The share of labour on total revenue is denoted by S L and the share of materials is S M .
During the two sub-periods the average GDP rate of growth has been positive (2.07% and 1.58% respectively), as well as the average rate of growth of industrial production (0.97% and 0.95% respectively). This pattern is confirmed by the average rate of growth of output 19 This classification was carried out at the Union level. At a second stage the pertinence of this list was checked with respect to each Member State, taking into account national industrial structures and country specific non-tariff barriers. On this issue see also the enclosed Data Appendix. 20 When estimating a production function there may be a selection problem introduced by firms' entry into and exit from the industry as firms' decisions on whether to exit will depend on their productivity. Using balanced panel data, which pretends the entry and exit dynamics do not exists, will result in biased estimates, while using unbalanced panel data allows in principle to address the selection issue (see Levinsohn and Petrin (1997) for the firms in our sample which is positive and slightly lower during the second period: for the full sample the average rate of growth is 1.94% during the pre-SMP period and is 1.57% during the SMP period.
As discussed in section 3.2, when analysing the effects of market integration by observing realisations of the variables of interest over the pre-reform period and during its implementation, possible different patterns may be influenced by macro-economic conditions not directly related to the reform. In our sample the absence of significant differences in the rate of growth of the economy, no matter how measured, over the two periods let us think that possible differences in the rate of growth of productivity can not be easily attributed to cyclical factors.
With regard to this issue, descriptive statistics also show that highly sensitive firms experienced higher rates of growth with respect to the other two groups of firms in both periods. Since our estimation strategy is based on the assumption that market integration has an asymmetric impact on different groups of firms on the basis of their sensitiveness to the SMP, the interpretation of possible differences in the rate of growth of productivity over the three samples must take into account the observed pattern for the rate of growth of output.
We will return to this issue in the next section.
Another interesting characteristic which emerges from the data is that in all samples of firms capital increases over time, while labour follows the opposite pattern. The average rate of growth of capital is 0.056 for highly sensitive firms, 0.039 for moderately sensitive firms and 0.05 for non sensitive firms, while the rate of growth of labour is respectively -0.014, -0.032 and -0.019. This trend is reflected by the behaviour of the labour share on total revenues which is found to decline in all samples.
Econometric Results
In order to study the effects of the SMP on firms' productivity and market power we have estimated four different equations for each of the three samples, in order to check the robustness of our results to several deviations from the assumptions of the basic model, including the effect of the cyclical variation in capacity utilization and the possible quasi-fixed nature of labor.
We started following the methodology pioneered by Hall (1986 Hall ( , 1988 and Domowitz et al. (1988) , by estimating equation (5) which assumes variable returns to scale, perfect competition in factor markets, imperfect competition in product markets and capital as the only quasi-fixed factor. In reporting estimates we denote equation (5) as Model A.
The second step of our estimate strategy has been to estimate model A correcting capital with a measure of capacity utilization. This approach, which has been adopted by several authors, 21 can be reconciled with the standard neo-classical theory only by assuming fixed coefficient technologies for installed capacity (see Tybout (1992) ). However, from a more factual perspective, fluctuations in capacity utilization over the business cycle are an hardly disputable fact, at least in some industries. As a consequence, we checked the robustness of our findings by interacting capital with a two-digit measure of capacity utilization (Model B).
Since for all samples estimates of Model A and Model B reject the hypothesis of variable returns to scale, we also re-estimated the basic model after imposing constant returns to scale (Model C).
Finally, we modified one of the basic assumptions of the original model by allowing not only capital but also labor to be a quasi-fixed factor, thus obtaining equation (6) technique developed by Arellano and Bond (1991) . This technique extends to panel data the 21 See, among others, Harrison (1994) . methodology proposed by Hansen (1982) and generalizes the instrumental variable method suggested by Balestra and Nerlove (1966) and Hsiao (1981,1982) by exploiting the orthogonality conditions that exist between disturbances and lagged variables included in the model.
Since all regressors in our models are likely to be correlated with the error term, OLS estimates would be biased and inconsistent, while the GMM provides consistent estimates of parameters by making use of appropriate instruments. In particular, one endogeneity issue derives from the fact that when estimating a production function, transitory productivity shocks (v it ) might affect the level of inputs to the extent that the shock becomes part of firms' information set before inputs choices are determined. In that case the error term will be correlated with the right hand side variables. Moreover, output price is endogenous to our models, since product market is imperfectly competitive and output price depends on strategic quantity choices made by firms.
Assuming that the idiosyncratic component of the productivity shock (v it ) is white noise, the logarithmic differentiation introduce an error which has a moving average structure of order one. For this reason legitimate instruments are dated (t-2) or earlier and second order autocorrelation must be excluded. Appropriate tests (m 1 and m 2 ) show that second order autocorrelation is not present in all estimated equations; moreover the Sargan test let us reject the hypothesis of correlation among instruments and error terms, thus legitimating the choice of instruments.
In Tables 2 (highly sensitive) , 3 (moderately sensitive) and 4 (non-sensitive) we report estimates of the four models for each sample of firms. The main findings can be summarize as follows.
Focusing on the degree of market power, all estimated models show that for highly sensitive firms price over marginal cost (µ it ) is significantly greater than one in both periods, thus supporting the hypothesis of imperfect competition in product markets. Furthermore, overall results in Table 2 show that the ratio of price over marginal cost decreases over time:
during the pre-SMP period markup estimates range between 17.7% and 23.4% while during 22 For empirical evidence on this issue see Jaramillo, Schiantarelli and Sembenelli (1993) .
the second period their values decrease and lie in the interval 7.1%-12.0%. On average, the mark-up coefficient is found to be approximately 11 percentage points lower during the program implementation period and a t-test shows that this difference (µ post -µ pre ) is significantly different from zero at conventional statistical levels in all estimated models.
For the other two samples of firms estimates do not evidence a clear pattern of the price to marginal cost ratio. Since the difference between the markup coefficients over the two sub-periods is not significantly different from zero in most of reported equations, we reestimated all models over the samples of moderately and non sensitive firms after imposing the restriction of constancy of the markup parameter over time (µ post = µ pre ). 23 Estimates
show that the ratio of price over marginal cost is found to be significantly higher than one only in Model D 24 , thus supporting the idea that considering labor as a fully flexible factor lead to underestimate the markup parameter.
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Summarizing, overall results show that, for the sample of highly sensitive firms, market power decreases by 50% in the SMP implementation period with respect to the pre-SMP years. This finding is the main result of this study and it is consistent, at least for firms most directly affected by the SMP, with the prediction that market integration would have increased price competition and consequently reduced firms' market power via the removal of non-tariff barriers.
As far as the nature of returns to scale is concerned, only Model D supports the hypothesis of variable returns to scale. Since the coefficient γ is significantly smaller than zero in all samples, there is evidence in favor of the hypothesis of decreasing returns to scale.
26
Also, estimates of Model D provide evidence of systematic labor under-utilization, since the estimated ratio between the marginal product of labor and the market wage is significantly 23 We do not report detailed estimates of restricted models for reason of space.
24 Mark-up is equal to 14.3% for the sample of moderately sensitive firms and to 10.3% for the sample of nonsensitive firms 25 See Abbott et al. (1989) . 26 This result is counterintuitive and may be due to the existence of correlation between capital and the ratio of labor over capital, both included as regressors.
smaller than one for all samples. Changes over time in the measure of labor utilization are not easily interpretable and would require specific investigation; anyway this issue is not crucial here given the purposes of this study.
We turn now to discuss the impact of market integration on firms' productivity, as implied by our estimates. To this aim we recovered the values assumed by time dummies for each year which represent estimates of yearly rates of growth of productivity. In Figure 1 we report plots of three-years centered moving averages of estimated rates of growth over the three samples of firms.
27
As discussed in section 3.2, if market integration is expected to induce a permanent positive shock on productivity levels, we should observe a temporary shock on its rate of Obviously, these findings are consistent with highly sensitive firms anticipating the impact of the reform on competition, thus reducing the misuse of technical and human resources and managerial slack. However this interpretation must be compared and contrasted with other possible explanations, including the traditional output led productivity growth. On the one hand, the fact that the productivity jump is observed only in the 1985-87 interval 27 We report plots of three-years centered moving averages as they are more easily interpretable than yearly growth rates.
whereas output grows at an even faster pace in the following years gives support to the SMP supply shock hypothesis. On the other hand, as we noted in section 4, highly sensitive firms experimented higher rates of growth with respect to other firms in both periods. Hence our results on the effect of market integration on firms' productivity must be considered as not completely conclusive.
Conclusions
The empirical evidence provided in this paper is consistent with the ex-ante expectation that the EU Single Market Program should have increased competition and consequently reduced market power, especially for firms operating in industries where nontariff barriers were perceived to be high. In fact, what is observed is that mark-ups decline significantly in the SMP implementation period (1988-93) compared to previous years (1982-87) only for firms operating in the so-called "1992 highly sensitive" industries. The evidence on productivity is less conclusive. This mainly depends on the characteristics of the SMP itself whose long implementation period makes it difficult to predict where the shock to productivity level is likely to occur. However, our estimates of corrected Solow residuals show a significant jump in productivity growth rates for highly sensitive firms in the 1985-87 period, that is immediately after the program announcement but before the "core" implementation period . Obviously, this results is consistent with the idea of sensitive firms anticipating an expected increase in competitive pressure by reducing inefficiencies. Also, since this positive jump is observed neither in other periods nor for the other samples of firms, other competing explanations, such as a demand driven productivity shock, sound less convincing.
Even if overall findings lend support to the positive role played by the Single Market
Program, and more generally by policies aimed at reducing non-tariff barriers, in reducing market power and increasing productivity, more research on this topic is needed. Firstly, to check for the general validity of the results presented in this paper, it would be important to replicate this exercise on samples of firms of other EU countries. Secondly, further, and possibly more conclusive, evidence on the impact of the SMP on productivity can probably be obtained by applying stochastic frontier techniques to firms operating in carefully selected sensitive industries. Thirdly, our understanding of the competitive mechanisms underlying observed patterns would greatly benefit whether it would be possible to isolate the role played by incumbent firms compared to that played by entrants and exiting firms. All these issues are in our agenda for future research. 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 HIGHLY SENSITIVE NON SENSITIVE . . . . . . . . . .
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